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Mitchell & Titus, LLP
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and Consultants

One Batlery Park Plaza

Maw York, NY 18004-1481
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Fax {212) 709-4680

E-mail: newyork.office @mitcheltiius.com

Independent Accountants’ Report

To Public Service Electric and Gas Company and
New Jersey Board of Public Utilities:

We have examined Public Service Electric and Gas Company’s (“PSE&G” ot the “Company”)
compliance with the New Jersey Board of Public Utilities (“Board”) Orders' and schedule of
deferred balances® for the year ended July 31, 2003 (“Phase II"). The management of the
Company is responsible for compliance with Board Orders as well as the balances and amounts
presented in the accompanying schedule of deferred balances. Our responsibility is to express
an opinion on the Company’s compliance with the Board Orders and schedule of deferred
balances based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and, accordingly, included examining, on a
test basis, evidence about the Company’s compliance with the Board Orders and performing
such other procedures as we considered necessary in these circumstances. We believe that our
examination provides a reasonable basis for our opinion. Qur examination does not provide a
legal determination on the Company’s compliance with the Board Orders.

In our opinion, the Company complied, in all material respects, with the Board Orders
regarding the deferred balances for Phase IL

This report is intended solely for the information and use of the New Jersey Board of Public
Utilities and the management of the Company and is not intended and should not be used by
anyone other than these specified parties. Since this report is a matter of public record, its
distribution is not limited.

W N T, LU

New York, New York
March 11, 2005

' See Attachment I for the listing of Board Orders subjected to this examination.
? See Atiachment II for the schedule of deferred balances and accompanying notes to the schedule of deferred
balances.

New York City » Phitadelphia » Ballimore « Washinglon, D.C.
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Public Service Electric and Gas Company

Schedule of Deferred Balances
For the year ended July 31, 2003

Delerred Balance
at August 1, 2002
Ovar {Under)
Components Recovery Hevenue

ATTACHMENT I
Page | of 4

Deleresd Balance
at July 31, 2003
Qver tUnder)
Cost Recavery

Non-Utility Transition Charge {"NTC?), including interest payabie of
$6,180,671 (38,326,273 ass a net of tax adjusimant of $3,135,608
per the June 6, 2003 Selllement of PSE&G’s deferred balances rale
case), 50% of the gain on the sale of Keamy Unit No. 12 {a reduction
of $8,623,674 per the Junae 6tk Settlemant), and a 5t. Lawrence
power purchase adjusiment {a reduction of $9,152,381, including
interest of 5504,007). (Ses Noles 1 and 3} § 130,604,651 § 396,004,520

$ {371,052,761) § 155,556,818

Socielal Benefits Charge ("SBC"} (See Noles 1 and 3):
Demand Side ManagementCRA/Clean Engsgy Programs,
Including interest receivable of $8,510,244 {$15,224,878 less
anet of tax adjustment of $6,314,634 per the Jure &th Seltlement),
an adiustment from the base rate case sstllement of $2,400,000
related to the New Jersey CEP Lost Hevenues, an E-Team
Parinars reduction of 366,000 and a HESP audit reduction of 560,000 {9,251,883) 214,204 684

Nuclzar Decommissicning, including interest payable of $1,082,188
{$1,771,9583 igss a net of fax adjusimant of 5689,795 per the
June 6th Seltlemani). 14,167,508 36,523,185

Social Programs - Uncolisctible Accounts, including interest
payzble of $1,515,880 (32,485,016 less a net of fax adiustmeant
of $979,126 per the June 6th Seftlement). 22,827,341 19,337,407

Etectric Manufectured Gas Plant Remadiation, including interest

receivable of $7,704,231 (38,484,231 less a RAC 9 Setllement

adjustment of $780,000), and a RAC 8 true-up adjustment of

$1,692,000. (48,928,644) 11,047,331

Consumar Education Programs, including interest receivable
of $1,744,154 (52,897,745 less a net of tax adjustmant of
$1,153,691 per the June 6k Setliement). (18,206,834} 1,153,581

Universal Service Fund, including interest receivabie of 345,116
{872,330 less a net of tax adjusiment of $27,214 per the June 6,

(155,793,088 48,159,712

(30,269,783} 20,361,280

(18,192,917} 23,771,831

(15,815,258} (53,796,572

(833,230) (17,880,473)

2003 Setilement). (1,258,388) 27,214 {63,279 {1,294,453)
Total SBC {46,904,500) 282,263,382 {221,067,557) 20,321,325
Market Transition Charge {'MTC") {see Note 1} 106,217,000 - 108,217,600

Net MTC Credils to Custemers
Federal and State Income Taxes

{201,507,000) {201,807,000)

(51,463,000} (51,463,000)
- 327,787,000
{20,464,454) {20,484,454)
. 37,332,257

Exeess Electric Gepreciation Reserve . 327,787,000

Net Present Value Adjustment - -

Incame Tax Grogs-up - 37,332,257
Total MTC 186,217,000 365,119,257

{273,734,454) 197,601,803

Basic Generation Service, including interest receivable of $3,282,353
($4,880,337 less a nst of tax adjusiment of $1,897,984 perthe
June 6th Seftiement], (2,202,524}  2,086,330,132

(2,318,823,291)  {234,695,683)

§ 183,714,627 §3,129,747,601

5(3,184,670,063} & 138,784,255




Note 1.

Note 2.

Note 3.

ATTACHMENT I
Page 2 ol 4
Public Service Electrie and Gas Company

Schedute of Deferred Balances
For the year ended July 31, 2003

DEFERRED BALANCES

The deferred balances were provided by the Company pursuant to its deferral
proceedings in connection with the Board’s rate unbundling, stranded cost and
restructuring  orders issued in Docket Nos. E097070461, EOQ97070462 and
EO97070463, In the Matter of Public Service Electric and Gas Company’s Rate
Unbundling, Stranded Costs and Restructuring Filings,

MARKET TRANSITION CHARGE (“MTC"”)

Unsecuritized Stranded Cost Recovery

Pursuant to the Board Order', the Company was provided with the opportunity to
recover up to $540 million of its unsecuritized net-of-tax generation related stranded
costs on a present value basis (“NPV”), with the NPV determined by employing a
discount rate of 8.42%.

INTEREST

Pursuant to the Board Order?, interest adjusted on or closest fo August | of each year
of the Transition Period (August 1, 1999 through July 31, 2003) will be accrued on any
under or over recovered balances. The interest rate will be based on the seven-year
constant maturity treasuries as presented in the Federal Reserve Statistical Release on
or closest to August 1* of each year plus sixty basis points.

The interest rate used during Phase I was 4.64%.

' Final Decision and Order; In the Matter of Public Service Electric and Gas Company’s Rate Unbundling,
Stranded Costs and Restructuring Filings; Dated August 24, 1999, BPU Docket Nos. EQ97070461, EQ97070462
and EOS7070463, Paragraph 10.

* Final Decision and Order; In the Matter of Public Service Electric and Gas Company’s Rate Unbundling,
Stranded Costs and Restructuring Filings; Dated August 24, 1999; BPU Docket Nos, EQ97070461, EQ97070462
and EO97070463, Parngraphs 6 and 8.



Note d,

ATTACHMENT I
Page3of 4
Public Service Electric and Gas Company

Scheduie of Deferred Balances
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SUBSEQUENT EVENT

On July 31, 2003, the Board issued a Summary Order’ Docket No. ER02080604
(the “Summary Order™), for the purpose of implementing new rates for PSE&G on
Angust 1, 2003, consistent with the requirements of the Electric Discount and
Energy Competition Act (“EDECA™), N.J.S.A. 48:3-49 et seq., and the Board’s
Orders implementing EDECA. The Summary Order approved, with modifications,
a Settlement entered into by PSE&G and other parties on June 6, 2003 (the “June
6", Settlement”) of the base rate proceeding; the deferral proceeding; the street
lighting proceeding; the service agreement proceeding; the nuclear
decommissioning proceeding; the consumer education program for years two and
three and the demand side adjustment factor proceeding.

In its Summary and Final Orders, the Board authorized and approved the following:

+ A base rate increase of $159.5 million, including the revenue increase
associated with increases in the field collection and reconnection charges.

e The recovery of a projected deferred basic generation service (“BGS™)
balance of $241.5 million through interim recovery at a rate of $28.1 million
per year, pending the Board’s decision on PSE&G’s securitization petition.
After reflecting a reduction in the non-utility generation (“NUG")
component of PSE&G’s non-utility transition charge (“NTC”) of $64.3
million, the net effect of the interim BGS deferral recovery and the reduction
in the NUG component is a reduction in the NTC of $36.2 million.

* A reduction in PSE&G’s societal benefit charge (“SBC”) of $202.2 million.
This includes a reduction of $43.7 million in the nuclear decommissioning
program (“NDP”} component, which in turn, reflects the discontinuance of
such funding on the part of PSE&G's ratepayers as of August 1, 2003% In
addition, the $202.1 million refund includes a refund of the PSE&G’s
overrecovered market transition charge (“MTC”) of $105.4 million; a
reduction of $61.5 million in charges for demand side management and
clean energy program costs; a reduction in social program costs of $10.9
million; and an increase in the remediation adjustment clause (“RAC”) of
$11.2 million; and an increase of $8.2 million in consumer education and
universal service fund (“USF”) costs. With all of the changes, including the
reduction in the NTC, this results in an annual reduction in the NTC and
SBC of $238.4 million.

¥ The Final Order , Docket No, ER02080604 was issued on April 22, 2004
* This date is a correction of the Summary Order.
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SUBSEQUENT EVENT (Continued)

The provisions of the Summary and Final Orders that affect PSE&G’s July 31,
2003 deferred balances, i.e., the net of tax interest adjustment, the gain on the sale
of Kearny Unit No. 12, and the RAC-9 Settlement incorporated in the June 6"
Settlement, have accordingly been reflected in the accompanying schedule of
deferred balances.



